The current study is motivated by the overall lackluster performance of IMF p rogrammes in recip ient countries in terms of econo mic growth consequences, and tries to explore the relevance of institutional determinants (that have a positively significant role in improving institutional quality in IMF programme countries, in the first place) in enhancing real economic growth in IM F programme countries; as otherwise highlighted by New Institutional Econo mics literature for countries generally. Moreover, the study also investigates the impact of these determinants through the channel of macroeconomic stability. Based on a time period of 1980-2010 (co inciding with a durat ion of increasing nu mber of IMF p rogrammes), the results mainly validate that institutional determinants overall play a positive role in reducing macroeconomic instability, and through it, and also independently, enhance real economic growth.
I. Introduction
During the last three decades or so, many countries have received once or have been prolonged users 1 of International Monetary Fund (IMF; or simply the 'Fund') resources, but research literature points to the fact that most of them have not been able to ac hieve macroeconomic stability on sustained basis (Evrensel, 2002; Easterly, 2005) .
1 Independent Evaluation Office (IEO, 2002, p. 9 and 24) indicates that a country which remains in an IMF programme for at least 7 years in a 10 year time period, is referred to as a prolonged user.
At the same time, it has been pointed out that too much focus of the IMF on the demand side of the economy, at the cost of supply side, has led to the impact of IMF progra mmes at most being neutral (and in some countries even negative) on economic growth of programme countries (Haque and Khan, 1998; Bird, 2001; Bird, 2007; Arpac et al., 2008) .
NIE (New Institutional Economics) literature, on the other hand, indicates that countries which saw improvement in institutional quality, also witnessed their per capita incomes improving (Acemoglu and Johnson, 2005; Afonso and Jalles, 2011) . Actually, NIE points out that institutional quality improves when an environment is created (for example, by reducing transaction costs through providing better education, protecting property rights, providing better environment for businesses mainly through ensuring enforcement of contracts, improving rule of law) that incentivises people to invest in the economy, and in turn contribute to economic growth.
Given the consequence of IMF programmes at most being neutral for economic growth, on one hand, and institutional determinants significantly affecting economic growth in countries overall, on the other hand, the paper intends to explore the possibility in IMF programme countries, that significant institutional determinants (obtained from Javed, 2014) positively impact real GDP both directly, and then indirectly through the macroeconomic stability channel.
The study is structured in the following way: relevant literature is reviewed in Section II, followed by discussion of data and methodology in Section III, while Section IV highlights estimation and results. Conclusion of the study is given in the last section.
II. Literature Review
Ever since the Third World Debt crisis of the 1980s, IMF enhanced its role, mainly through its structural adjustment window; resulting in turn, in greater focus of economic research to gauge the impact of IMF programmes on the economic performance of recipient countries.
A lot of countries have been under the IMF programmes during the last three decades.
Therefore, there has been an effort by researchers to understand the impact of these programmes, for which different approaches have been employed. Haque and Khan (1998;  p. 7) pointed out that the difference between these methodologies fundamentally lay in the way the 'counterfactual' was formulated, which served as a benchmark to gauge the performance of the 'actual outcome' against a macroeconomic outcome existing in a world of no programme (i.e., the 'counterfactual'). Haque and Khan (1998; p. 8-12) indicated that due to informational constraints with regard to structural parameters and policy reaction function parameters, different programme evaluation methods construct counterfactuals differently; with approaches being (i) beforeafter (BA; evaluates macroeconomic performance under and before the programme; but suffers from over-simplification by excluding the impact of any exogenous factors), (ii) with-without (WW; where a group of non-programme countries is taken as a 'control group' and the performance of a programme country is compared with it; with major shortcoming in terms of assuming that programme and non-programme countries are same prior to the start of the programme, which is especially problematic given the programme country is crisis hit to start with, suffering in turn the non-random selection bias with regard to selection of programme countries), (iii) generalized evaluation estimator (GEE) approach (while it also compares programme and non-programme countries, it controls for initial conditions and exogenous influences), and (iv) comparison of simulations (SIM;
compares simulated performance of countries under hypothetical Fund programmes and non-Fund policies; but has the shortcoming that the required underlying econometric model that captured the whole spectrum of a typical Fund programme, is not available).
Using BA approach, while Khan and Knight (1981) reported a negative impact, Killick et al. (1992) pointed towards a positive impact of IMF programmes on economic growth of recipient countries; where Evrensel (2002) indicated a neutral impact on economic growth.
Similarly using WW approach, while Donovan (1981) found out a positive impact of Fund programmes on economic growth, Loxley (1984) pointed towards a neutral effect on growth. Hence, the underlying weak assumptions with regard to formulation of counterfactual in the BA and WW approaches may be the reason why different studies using these methodologies produced results that are all over the place, making it difficult to conclude anything substantively with regard to the impact of IMF programmes on economic growth of recipient countries.
Having said that, formulation of a more informed counterfactual, using GEE methodology gave more consistent results, which most often than not indicated that Fund programmes had a negative impact on economic growth of recipient countries. Hence, for example, Goldstein and Montiel (1986 ) using data from 1974 -1981 , and employing GEE methodology pointed out a negative impact of Fund programmes on economic growth.
Similarly, Barro and Lee (2005) A further review of literature to see the detailed impact of IMF programmes revealed a lackluster performance in terms of individual macroeconomic indicators of recipient countries, along with highlighting the emergence and persistence of recidivism in IMF programme countries. While Khan (1990) and Pastor (1987) discovered significant positive impacts on the overall balance of payments, Conway (2006) indicated that the impact has reduced since the 1970s and 1980s. Evrensel (2002; p. 586) found out that previous programme countries entered a new one at the back of an even worse macroeconomic situation (as compared to the situation when they were not in the programme in the first place), because of the existence of moral hazard in terms of easily available financing. Also, he indicated that significant improvement achieved in terms of current account and foreign exchange reserves, could not be sustained after the duration of the programme. Also, Przeworski and Vreeland (2000) , using data from 1951 to 1990,
show that countries in a programme lowered their growth rates, which otherwise grew faster once they left the programme.
Furthermore, the research conducted by Barro and Lee (2005) did not see any significant consequence of IMF programmes for either investment or inflation; and could not find positive consequence on economic growth in recipient countries, who remained frequent borrowers from IMF. Bird (1996) pointed out that till the Fund programmes focused on improving economic growth as the top priority on its agenda (taking in turn a long term perspective of the BOP), recipient countries would continue to remain recidivist. Similarly, Hutchison and Noy (2003) , pointed out low programme completion rates and recidivism, high output costs, and no improvement of current account for Latin America. Butkiewicz and Yanikkaya (2005) using actual monetary values of IMF lending (rather than the number of programmes approved by the Fund, since according to the them there remained a high level of non-completion of IMF programmes) pointed out that while Fund's overall objective for crisis-hit countries was to put them on stable economic growth
footings, yet the impact of Fund programmes is either neutral or negative, given their policies have an adverse impact for public and private investment; revealing in turn that the Fund in putting too much emphasis on the demand side, neglecting the supply side of the economy in the process. One of the main steps in this regard, according to NIE is improving institutions so that the transaction costs can be lowered to induce investment (which in turn helps boost economic growth).
With regard to the prolonged users, Easterly (2005) indicated that during 1980-99 these countries were unable to achieve either reasonable growth or deal convincingly with macroeconomic distortions.
Given this background while the Fund also realized and internalized this performance and criticism (IMF 2005a; IEO, 2007) , researchers have criticised and asked IMF to improve its Financial Programming Framework (FPP) for better results for recipient countries in terms of consequences for macroeconomic stability and economic growth (IEO, 2007; Bird and Willett, 2004) . For instance, Bird (2007) found the criticism to be legitimate since it found IMF programmes to be 'over simplistic'. Moreover, Buira (1983) In terms of suggesting specific remedies, Khan and Knight (1985) , for instance, indicated the negative impact on economic growth could be restricted to short-term in case supplyside policies were pursued. Moreover, Arpac et al. (2008) suggested to IMF to focus on domestic politics also while forming expectations about the e xtent of programme implementation in a country. At the same time, Nsouli et al. (2004) pointed out that most research on gauging impact of Fund programmes did not take into account the underlying role of institutional quality in programme success rate. Furthermore, pointed out that in programme countries, better institutional quality and conducive political environment had positive consequences for macroeconomic outcomes, and programme implementation rates.
Research literature of NIE has found that improvement in institutional determinants had an overall positive and significant bearing on the economic growth of countries (for example, Rodrik et al., 2002; Hall and Jones, 1999) . For instance, Acemoglu et al. (2004) while analyzing the different institutions of North and South Korea, pointed out that unlike the North, in the South, by taking political and economic institutions were strengthened for example, policy decisions were taken democratically, protecting private property, and developing markets. This led to greater economic growth and development in South Korea over the years, as compared to North Korea, even though both countries shared the same culture since they were one country under the Japanese occ upation (which ended in 1945, and the division subsequently). Similarly, improvement in institutions (both political and economic) led Botswana experience very high growth rates during the last three decades or so (Acemoglu et al., 2003a; Parsons and Robinson, 2006) .
III. Data and Methodology

Theoretical design
The main motivation of the current study is based on the 'missing link', which identifies itself as the effect of institutions on economic growth of IMF programme countries; given the background of a lackluster performance of IMF programmes for recipient countries in terms of economic growth consequence (mainly due to insufficient focus on the supply side of the economy) and the importance of institutions in improving growth rates in countries, as revealed by the research literature of NIE. Hence, the current study makes an effort to explore this 'missing link' by analysing the impact of institutional determinants on economic growth of IMF programme countries, with the underlying premise that improvement in institutional determinants both directly, and indirectly (through the channel of macroeconomic stability) positively impact real GDP.
As indicated earlier, NIE literature indicates that institutions have a significantly positive bearing on real economic growth (Rodrik et al., 2002; Ugur, 2010) . Ugur (2010) for example, drew the same conclusion from many studies conducted between 1995-2004, indicating also at the same time that the direction of causation was significantly from institutions to economic performance (Ugur, 2010, p.16 ). In the current analysis, the same is being premised for IMF programme countries:
At the same time, it has been advocated, for example by Acemoglu et al. (2003b) that the main reason behind macroeconomic instability and the varying levels of volatility among different countries were related more with institutional reasons than the traditionally identified macroeconomic determinants. Similarly, better budgetary institutions (which are important economic institutions) had a negatively significant impact on (budget) deficit (von Hagen, 1991) . Hence, the current study considers the notion that institutional determinants in IMF programme countries negatively impact macroeconomic instability:
In a case study of Iran conducted by Haghighi et al. (2012) it was pointed out that there existed a long-term relation between economic growth and macroeconomic instability.
Therefore, lastly, it is also premised here that macroeconomic instability has a negative bearing on real GDP in IMF programme countries:
For the purpose of analysis, the institutional determinants to be employed will be the significant determinants of institutional quality taken from Javed (2014) .
Sample
Out of the total IMF member countries at 188 IMF member country data from IMF website 3 , countries that have remained under the IMF programme at one time or the other (otherwise called 'programme countries') have been found out from, to stand at 129 during the sample period . Furthermore, for the purposes of analysis, programme countries have been sub-divided into two groups of 'prolonged users' and 'non-prolonged users 4 '. They are 44 and 85 programme countries, respectively, during the same time period 5 .
Data and variable description
Data on real GDP is taken from the World Economic Outlook (WEO) of the IMF 6 .
Based on the methodology and definitions of Ismihan (2003) Javed (2014) . 13 For details see Javed (2014) .
significant determinant of institutional quality from Javed (2014) that is real GDP, has not been included here, since the dependent variable is also real GDP.
Control variables. They include government spending and population taken from WDI.
Endogeneity. Based on literature review (for instance discussion of institutions in NIE literature; see for example Acemoglu et al., 2001) , it has been realized that the problem of endogeneity exists for many variables. Endogenous variables include lagged GDP, MII (lagged and predicted also), government spending, aggregate governance index, KOF Index of Globalization, monetary freedom, investment freedom, and property rights. The exogenous variables on the other hand, include, population, regime, military, and civil liberties.
Econometric methodology
As explained in the theoretical design, the purpose here is to estimate the impact of institutional determinants (obtained from Javed, 2014) both directly and then indirectly (through Macroeconomic Instability Index) on real GDP, in terms of 'prolonged users' and 'non-prolonged users'. Therefore, in line with the design, the first equation will be estimated as follows:
where, stands for log real GDP. is the country-fixed effect. stands for lagged log real GDP. is a vector of significant political/governance related indicators, and is a vector of significant economic variables from Javed (2014); while is a vector of control variables. is the t-1time specific dummy. is the error term.
While Eq[1] is estimated to check the direct impact of significant determinants of institutional quality on real GDP, the next two equations will together indirectly estimate this impact, as follows:
where, MII stands for Macroeconomic Instability Index, while stands for lagged MII. is the country-fixed effect, while , , once again are a vector of significantly positive determinants of institutional quality from Javed (2014); is a t-1 time specific dummy, and is the error term.
and,
where, stands for log real GDP. is the country-fixed effect. stands for predicted values of MII for Eq [2] . are the control variables, is the t-1 time specific dummy, while is the error term.
Hence, in Eq [2], the impact of significant determinants of institutional quality is investigated on MII, while in Eq [3] the impact of MII is explored on real GDP.
The underlying premise for employing this indirect approach is to see the importance of institutional focus for IMF programmes in improving macroeconomic stability, and also, economic growth. The basis for this here is that as institutional quality improves, it will reduce macroeconomic instability, and also as macroeconomic instability decreases it will enhance real GDP.
The above equations (Eq[1] to Eq[3]) are being estimated using Arellano and Bover (1995) approach. The big advantage of this approach is that it uses the information in the equations simultaneously from level and difference forms. For this purpose, we take the difference of all equations, as follows:
These equations also serve the purpose of removing any possible heterogeneity in the models above (where indicate change between years t and t-1 for a variable).
For the estimation of the models, like the ones above, the approach of Generalized Method of Moments (GMM) has been recommended by Arellano and Bover (1995) and Blundell and Bond (1998) 14 . The GMM approach in the estimation of these types of models enhances efficiency through addition of more instruments to the system of equations, i.e. on level and difference. Furthermore, all available lagged values of endogenous variables are used as instruments to resolve the problem of autocorrelation. All the above models are estimated using robust standard errors to address the problem of autocorrelation and heteroskedasticity.
IV. Estimation and Results
All the models have been estimated separately on the two sub-groups of programme countries, being 'prolonged users' and 'non-prolonged users'. The reason behind taking these two groups is based on the inherent difference in economic environment of these two sub-groups, where the prolonged users are generally composed of very underdeveloped economies (and hence the need for entering frequent IMF programmes), while the nonprolonged users are more representative of economies that are overall more developed than the prolonged users. Upfront it may be pertinent to indicate that instruments were valid and exogenous 15 , since they passed the Hansen-J statistic test of Over-Identifying Restrictions (OIR; Hansen, 1982) .
In Tables 1(a) and 1(b), Lagged real GDP is positive and significant for real GDP in the case of both prolonged users and non-prolonged users; hence, highlighting the presence of dynamic process. At the same time, in both the sub-groups of program countries, population in many of the models has a significantly negative bearing on real GDP, while government spending overall has positive consequence for real GDP.
It can be seen in Tables 1(a) and 1(b) through the institutional determinant 'regime', that as compared to presidential form of democracy, parliamentary form of democracy is more conducive for enhancing real GDP. At the same time, a military officer as chief executive is detrimental to improvement in real GDP (i.e. has a significantly negatively impact) for prolonged users; the same consequence is also prevalent although insignificantly in the case of non-prolonged users. Moreover, the two tables highlight that civil liberties positively and significantly contribute in enhancing real GDP in the case of both subgroups. 15 For details, see Roodman (2007) .
Aggregate governance index highlights its importance in enhancing real economic growth since it holds significantly positive consequence for real GDP in both the prolonged and non-prolonged users. Similarly, Toye (1993) for example, highlighted the significance states hold in providing conducive environment for better functioning of markets, which in turn helps reduce transactions costs, supporting economic activity in the process.
The importance of openness of the economy is reflected in KOF index of globalization having a significantly positive impact on real GDP. Also, monetary freedom significantly enhances real GDP for both the sub-groups. At the same time while investment freedom overall holds a positive consequence for non-prolonged users, it is significant in the case of prolonged users.
Property rights that play an important role in reducing transaction costs (that helps enhance investment) remains positive for real GDP for both the sub-groups. Acemoglu and Johnson (2005; p. 953) pointed out that countries where institutions protected property rights more, performed better in terms of indictors related with investment, credit to private sector, stock markets, and income per capita. A similar result is pointed out by Acemoglu and Robinson (2012) in terms of Netherlands and UK paying greater attention to developing private property protection institutional framework, and in turn growing quicker than their neighbours. Having said that, the fact that the institutional determinant of property rights is insignificant in both the sub-groups, underlines the need for strengthening the supporting institutional set up so that the impact of property rights on real GDP could possibly become more effective. Columns indicate models, which have been estimated using System-GMM approach. Time dummies not reported to save space, while all available lagged values of endogenous variables used as instruments. The p-values of the Hansen OIR test is used to check the null hypothesis of instrument set being valid and exogenous, while the null of no autocorrelation is checked through Arellano-Bond AR(1), AR(2) and AR(3) tests. It may be pertinent here to indicate that the discussion will now move towards estimating and analysing Eq Aggregate governance index remains significantly negative for MII in the case of prolonged users, while it continues to dent (though insignificantly) in the case of nonprolonged users. Having said that, a combined effect of other institutional determinants makes governance significantly negative for MII even in the case of non-prolonged users (as indicated in model 8 of Table 2(b)). Also civil liberties holds a negative consequence (though insignificantly) for prolonged users. Arpac et al. (2008) , for instance, indicated that trade openness helped in improving the implementation record of IMF programmes. In the current study, it can be seen that an improvement in KOF index of globalization significantly reduces MII in both the subgroups, highlighting the importance of openness here (as was in the case of its impact on real GDP). Also, in both the sub-groups monetary freedom remains negatively significant for MII.
Table 1(b). Dependent variable -real GDP-non-prolonged users
In the case of prolonged users, the fact that investment freedom holds a negative yet insignificant consequence points towards the possible need of augmenting pro-investment institutional setup in these countries. On the other hand, in the case of non-prolonged users, the impact is positive (though insignificant; see model 6 of Table 2(b)) on MII. A remedy in offering may be to enforce certain needed controls on investment freedom so that investment freedom functions in a way so as to reduce MII (and in turn helps avoid an East Asian Crisis like situation of the late 90s, when lack of capital controls resulted in capital flight, in turn causing macroeconomic instability), and can significantly increase real GDP.
Property rights has an insignificantly negative consequence for MII in the case of prolonged users, giving way to the argument that the supporting institutional framework needs to be strengthen to translate into a significant consequence for MII. Having said that, in the case on non-prolonged users, the impact of property rights is significantly positive on macroeconomic instability. As can be seen in Tables 3(a) and 3(b), predicted MII in most of the cases impact negatively on real GDP; while in certain cases the impact becomes significant, along with being negative. It can also be noted that while , determined on the basis of a combined effect of all the institutional determinants, is significantly negative for real GDP in the case of prolonged users, it also reduces real GDP (though insignificantly) in the case of nonprolonged users. Lastly, the third premise that the predicted MII (estimated from institutional determinants in Eq[2]) have a negative impact on real GDP, stands also supported by most of the estimations indicated by Tables 3(a) and 3(b). This, along with the fact that these institutional determinants, in the first place, are the ones that significantly impacted economic-and political institutional quality in programme countries during 1980-2010 (the same time period as of the current study) 16 . Overall, therefore, it makes sense to highlight in the light of estimations above, that the missing link of institutions for reaching a positive economic growth consequence does in fact exist in IMF programme countries. Hence, these significant institutional determinants need to be focused upon in future IMF programmes, since it can be seen that they positively affect real GDP both directly, and also indirectly through first negatively impacting MII, and then the predicted MII negatively affecting real GDP. Table 4 estimates the impact of MII data on the real GDP data, indicating in turn that there exists a significantly negative relationship between real GDP and MII, in both the prolonged users and the non-prolonged users. This can be seen as a robustness check for estimations of real GDP and predicted MII (in Tables 3(a) and 3(b)), where a negative relationship also exists in most of the cases, in both the sub-groups. (3) 0.591 0.0558 *** p<0.01, ** p<0.05, * p<0.1. Note: Robust standard errors in parentheses. Columns indicate models, which have been estimated using System-GMM approach. Time dummies not reported to save space, while all available lagged values of endogenous variables used as instruments. The p-values of the Hansen OIR test is used to check the null hypothesis of instrument set being valid and exogenous, while the null of no autocorrelation is checked through Arellano-Bond AR(1), AR(2) and AR(3) tests.
Robustness check
V. Conclusion
The problem of a lackluster performance of IMF programmes in terms of economic growth in recipient countries on one hand, and NIE literature's highlighting of the important role institutions play in enhancing economic growth in many countries, on the other, created in turn, a 'missing link' that served as a motivation for the current study. Subsequently, the impact of institutional determinants (both political and economic) were found to be overall significant for enhancing real economic growth of the prolonged-and non-prolonged users of IMF. At the same time, institutional determinants were also found to be significant in reducing macroeconomic instability, which in turn, indirectly (through the channel of macroeconomic instability) enhanced real GDP growth.
